
From the time a child is born, it’s only natural for parents to start planning and saving for his or her future. Many 
parents open 529 accounts when a child is born to save for their college education.

529 plans are popular savings vehicles because they offer tax-free earnings growth and tax-free withdrawals when 
the funds are used to pay for qualified expenses.1 Other benefits include significant flexibility in the amount you can 
contribute and the potential for state income tax breaks dependent on the rules for your state of residency.

YOU CAN TAP INTO YOUR 529 PLAN BEFORE COLLEGE

As a 529 account grows, it may be tempting to tap into the 
earnings before college. Be careful. If the money is used for 
anything outside of the qualified education expenses, the family 
must pay a tax penalty of 10% on the plan’s earnings.3

Fortunately the definition of qualified expenses was expanded 
under the 2017 Tax Cuts and Jobs Act to include up to $10,000 
per year in tuition expenses at primary or secondary public, 
private or parochial schools.4 This may be helpful for parents 
interested in using the funds to pay private K-12 tuition. The 
downside is you will miss the biggest benefit of starting to save in 
a 529 plan early – compounding growth. You should carefully 
weigh the benefits and risks of using funds in a 529 for K-12 
education versus college expenses. 

WHEN TO USE A 529 FOR PRIMARY AND SECONDARY EDUCATION5

You’ve Overfunded the Account

You may have established a 529 when your child was born with the intention of paying for college but as they 
matriculate you find they are in line for merit-based or athletic scholarships, or they decide college is not for them. 
Maybe their school choice is less expensive, and you anticipate an overage in your 529. You can use the estimated 
excess funds to pay for private secondary education or transfer the funds to another beneficiary (such as a sibling) 
without incurring a penalty.

You Are Eligible for Tax Credits or Deductions

If you are already paying for K-12 education, you can fund the 529, withdraw tuition payments up to $10,000 per 
year, and may receive the tax benefit of utilizing the account. This practice must be in accordance with state tax 
rules. Consult your tax advisor. 
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AMERICAN FAMILIES TURN TO 529 
PLANS TO SAVE FOR EDUCATION
According to College Savings Plan 
Network, total assets in 529 plans 
reached $425.2 billion across 14.83 
million accounts as of December 31, 
2020. That’s an average 529 plan account 
size of $28,679.2



Your 529 Has Grown Considerably 

If your 529 has earned significant gains, you may want to save your cash and use the gains to pay K-12 tuition since 
distributions from the plan are tax-free when used for qualified expenses.

AN ALTERNATIVE TO THE 529 PLAN6

529 plans are not the only education savings vehicles. The Coverdell Education Savings Account (ESA) allows 
parents to save for higher education in a tax-advantaged way, but they can also be used to pay for K-12 expenses. 

It’s important to note that you can only contribute to one of these accounts for your child until they reach age 18 
whereas there are no age restrictions with a 529 plan. Next, the annual contribution limit to a Coverdell ESA is 
capped at $2,000 for 2021 and the maximum lifetime contribution to one of these plans is $36,000 per child. 

It’s important to note that there are household income limits for contributors to these plans. Taxpayers claiming 
single, head-of-household, or married-filing-separately cannot make contributions is their Modified Adjusted Gross 
Income (MAGI) is more than $110,000. The same is true for contributors who are married-filing-jointly if their 
MAGI is more than $220,000.7

Finally, you can’t leave money in a Coverdell account indefinitely. If your child doesn’t use all the money for 
education expenses by age 30, any remaining balance must be distributed. Further the IRS levies a 10% tax penalty 
and assesses ordinary income tax on the distribution. 

SUPPORT FROM FAMILY AND FRIENDS

Family members and friends can help support a child’s education in a variety of ways. Instead of toys for birthdays 
and holidays, family and friends can make donations to the child’s education fund to be used at the parent’s 
discretion, in accordance with rules for the account.

For larger gifts, donors can make tuition payments of unlimited amounts directly to a school without triggering any 
gift taxes under federal guidelines. You don’t have to be concerned about the $15,000 annual federal gift tax 
exclusion. This means you could pay $50,000 in tuition directly to the school and give a child $15,000 ($30,000 for 
a joint gift) each year under the exclusion limit. There are no benefits in the year the donation takes place, but it will 
lower the amount of your taxable estate.

Keep in mind, however, that direct payments can be applied only to tuition costs for college — other expenses 
such as room and board, fees, equipment, books, and other miscellaneous charges do not qualify.

INCLUDE EDUCATION SAVINGS IN YOUR FINANCIAL PLAN

If you are thinking about assisting a child or grandchild with their education expenses at any time during their 
academic journey, talk to a Commerce Trust advisor who can help you review your cashflow and savings options. 
The ideal approach to paying for education is dependent upon your unique situation and priorities. A Commerce 
Trust advisor can help with financial planning, education savings and determining how much you can afford to pay 
now and in the future for education expenses. 
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*   Commerce Trust Company does not provide tax advice or legal advice to customers. Consult a tax specialist regarding tax implications related to any product and 
specific financial situations.
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